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INDEPENDENT AUDITOR’S REPORT

Board of Directors

California Fair Services Authority
Sacramento, California

March 5, 2002

We have audited the accompanying financial statements of
the California Fair Services Authority (the Authority) as of
and for the years ended December 31, 2001 and 2000, as
listed in the table of contents. These financial statements are
the responsibility of the Authority’s management. Our
responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States of
America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the State
Controller’s Minimum Audit Requirements for California
Special Districts. Those standards require that we plan and
perform the audit to obtain reasonable assurance about
whether the financial statements are free of material mis-
statement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position
of the Authority as of December 31, 2001 and 2000, and the
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results of its operations and its cash flows for the years then
ended, in conformity with accounting principles generally
accepted in the United States of America as well as account-
ing systems prescribed by the State Controller’s Office and
State regulations governing special districts.

In accordance with Government Auditing Standards, we have
also issued our report dated March 5, 2002, on our consider-
ation of the Authority’s internal control over financial report-
ing and our tests of its compliance with certain provisions of
laws, regulations, and contracts. That report is an integral
part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with
this report in considering the results of our audits.

Our audits were made for the purpose of forming an opinion
on the financial statements taken as a whole. The Reconcilia-
tion of Claims Liabilities by Type of Contract and Claims
Development Information on pages 48 through 54 are not a
required part of the basic financial statements, but are supple-
mentary information required by the Governmental Account-
ing Standards Board. We have applied certain limited proce-
dures which consisted principally of inquiries of management
regarding the methods of measurement and presentation of
the supplementary information. However, we did not audit
the information and express no opinion on it.

GILBERT ASSOCIATES, INC.



BALANCE SHEETS
DECEMBER 31, 2001 AND 2000

ASSETS
Cash and cash equivalents
Investments

Risk fees receivable, net of allowance
for doubtful accounts of $39,349 in 2001 and 2000

Receivables from fairs and others

Settlement note receivable

Legal settlement receivable

Contracts receivable for equipment financing, net
Prepaid expenses

Fixed assets, net

Inventory

Total Assets

2001
$ 9,787,708
5,261,318

1,691,025
350,870
1,023,000
222,927
101,883
39,755
2,071,882

951

$ 20,551,319

2000
$ 7,897,563
5,081,092

1,573,063
645,231
1,023,000

82,483
32,800
2,203,139
505

$ 18,538,876

The accompanying notes are an integral part of these financial statements.
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BALANCE SHEETS (CONTINUED)
DECEMBER 31, 2001 AND 2000

LIABILITIES AND RETAINED EARNINGS 2001 2000
Accrued liabilities $ 336,758 $ 415,308
Division of Fairs and Expositions funds 1,085,696 1,417,394
Revenue Protection Program 3,895,985 3,671,781
Property Program 2,549,717

7,868,156 5,504,483

Unpaid Losses and Loss Adjustment Expense:

General liability 2,350,000 3,240,000
Workers” compensation 3,416,000 2,590,000
Special events 181,000 260,000
Total Unpaid Losses and Loss Adjustment Expenses 5,947,000 6,090,000
Total Liabilities 13,815,156 11,594,483

Retained Earnings:

Confidence margin 2,515,000 2,600,000
Undesignated 4,221,163 4,344,393
Total Retained Earnings 6,736,163 6,944,393
Total Liabilities and Retained Earnings $ 20,551,319 $ 18,538,876

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

Operating Revenues:
General liability fees

2001

$ 1,689,220

2000

$ 1,528,290

Workers” compensation fees 2,569,530 2,325,968
Special events fees 440,586 385,841
Dental fees 134,656 116,344
Computer service fees 87,725 135,589
Purchasing service fees 134,985 90,369
Other operating revenue 490,001 263,275
Rental income 125,438 155,788
Miscellaneous income 85,186 127,606
Total Operating Revenues 5,757,327 5,129,070
Operating Expenses:
Losses and loss adjustment expenses 3,217,740 3,954,421
Employee salaries and benefits 1,964,279 1,728,977
Excess insurance costs 391,397 369,370
Computer service costs 49,677 54,279
General and administrative costs 604,091 687,550
Depreciation and amortization 161,232 162,450
Total Operating Expenses 6,388,416 6,957,047
Operating Loss (631,089) (1,827,977)
Other Income:

Investment income 413,342 651,203
Income from equipment financing 9,517 9,049
Total Other Income 422,859 660,252

Net Loss $ (208,230) $ (1,167,725)

The accompanying notes are an integral part of these financial statements.

9 C F S A 1 A n R e p o




STATEMENT OF CHANGES IN RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

Balance, January 1, 2000

Net Loss

Designation for Confidence Margin
Balance, December 31, 2000

Net Loss

Designation for Confidence Margin

Balance, December 31, 2001

CONFIDENCE MARGIN

$ 4,820,000

(2,220,000)

2,600,000

(85,000)

$ 2,515,000

UNDESIGNATED
$ 3,292,118
(1,167,725)
2,220,000
4,344,393
(208,230)
85,000

$ 4,221,163

TOTAL
$ 8,112,118

(1,167,725)

6,944,393

(208,230)

$ 6,736,163

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

Cash Flows from Operating Activities:
Operating income (loss)

Adjustments to reconcile operating income (loss)
to net cash provided (used) by operating activities:

Depreciation and amortization

Loss on disposal of property and equipment

(Increase) decrease in:
Risk fees receivable
Receivables from fairs and others
Receivable from Division of Fairs and Expositions
Settlement note receivable
Legal settlement receivable
Contracts receivable for equipment financing, net
Prepaid expenses

Inventory

Increase (decrease) in:
Accrued liabilities
Division of Fairs and Expositions funds
Revenue Protection Program
Property Program
Unpaid losses and loss adjustment expenses

Net cash provided (used) by operating activities:

2001

$ (631,089)

161,232
7,153

(117,962)
294,361

(222,927)
(19,400)
(6,955)
(446)

(78,550)
(331,698)
224,204
2,549,717

(143,000)
$ 1,684,640

2000

$ (1,827,977)

162,450
1,899

(310,581)
101,231

(1,023,000)

35,661
(10,138)
®)

159,717
472,786
(300,287)

(399,285)
$ (2,937,527)

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000
Cash Flows from Investing Activities:

Investment income $ 234,725 464,273

Proceeds from sale of marketable securities 3,024,667 5,032,179

Purchases of marketable securities (3,026,276) (3,393,649)

Income from Equipment Financing Program 9,517 9,049

Net cash provided by investing activities 242,633 2,111,852
Cash Flows from Capital and Related Financing Activities:

Purchase of fixed assets (37,128) _(119,045)
Net increase (decrease) in cash and cash equivalents 1,890,145 (944,720)
Cash and cash equivalents, beginning of year 7,897,563 8,842,283
Cash and cash equivalents, end of year $ 9,787,708 $ 7,897,563
Supplemental schedule of non-cash investing activities:

Net change in fair value of investments $ _ 178,617 $ _ 186,930

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

ORGANIZATION

The California Fair Services Authority (the Authority)
operates pursuant to its joint powers agreement, as autho-
rized by the California Government Code, Sections 6500, et.
Seq. The Government Code authorizes two or more public
agencies to jointly exercise common powers by agreement
(Section 6502). In addition, the Government Code specifically
authorizes public agencies conducting fairs to enter into a
joint powers agreement to form pooling arrangements for
losses incurred by such agencies (Section 6516). Section 6516
states that the Department of Food and Agriculture may
enter into such a joint powers agreement on behalf of district
agricultural associations and citrus fruit fairs. The power of a
joint powers agency “is subject to the restrictions upon the
manner of exercising the power of one of the contracting
parties, which party shall be designated by the agreement”
(Section 6509).

The Authority was first formed in April 1986 by agreement
between the County of Santa Clara and the Department of
Food and Agriculture (DFA) on behalf of the 54 district
agricultural associations. Since that time, a number of addi-
tional counties have joined. DFA has joined on behalf of the
two citrus fruit fairs and the California Exposition and State
Fair has joined independently of DFA. In addition, the joint
powers agreement has been amended a number of times as
the Authority’s Board of Directors expanded and the
Authority’s programs extended beyond risk pooling.

52

The Authority is governed by a seven-member board
consisting of five elected representatives from member fairs,
one appointed public member, and one member appointed
by the Secretary of DFA. Operating revenue is derived from
fees assessed on the various programs and services offered.

The primary activities of the Authority include:

* Providing joint protection programs for 68 member fairs
in California and the California Construction Authority,
a joint powers agency providing construction services to
the fair industry. The Authority’s joint protection pro-
grams include the general liability and workers’ compen-
sation programs. The number of pool participants can
vary depending on the addition of new member fairs
and /or exit of current member fairs.

* Administration of a special events program, providing
pooled liability protection for users of fair facilities.

* Administration of a revenue protection program for
participating fairs.

* Administration of a property insurance program for
all California fairs.

e Coordinating health and safety inspections of member
fairs’ facilities.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

e Providing bulk purchasing services to member fairs EXCESS INSURANCE

for fees.
The Authority provides joint protection coverage for its

members. The Authority carries excess and reinsurance for
coverage of losses in excess of the Authority’s self-insured
retention (SIR). The Authority’s 2001 program offers the
following coverage:

* Providing computer services to member fairs for fees,
including payroll and accounting services.

e Acting as an intermediary for the Division of Fairs and

Expositions to reimburse billings from the California Pri 1 1997 the Authoritv’ liabili
[ ]
Employment Development Department for unemploy- rior to June 1, - the Authority’s general liability

ment claims for the fairs.

e Contracting with service providers for certain fair-time
services at member fairs.

coverage consisted of an aggregate per year limit of
$10,000,000 for all members. The Authority’s SIR for
general liability was $5,000,000 aggregate per year for

all members and the Authority obtained excess insurance

coverage of $5,000,000 per year.
e Acting as an intermediary for the California Depart-

Effective June 1, 1997, the Authority changed its SIR from
$5,000,000 per occurrence and in the aggregate per year to
$1,000,000 per occurrence and $5,000,000 in the aggregate
per year. In addition, the Authority had excess insurance

ment of Personnel Administration in collecting contri-
butions from the Part-time Seasonal Temporary em-
ployees at the District Agricultural Associations.

* Administering the Equipment Exchange Program in coverage of $9,000,000 per occurrence and in the aggregate

conjunction with the California Construction Authority per year for all members.
and various fair service programs under letters of

Effective January 1, 2000, the Authority changed its SIR
from $1,000,000 per occurrence to $500,000 per occurrence.

Also, the Authority obtained reinsurance to increase its

understanding with the Division of Fairs and Exposi-
tions and member fairs.

Revenue and expenses of the Revenue Protection Pro-
gram, Property Insurance Program, California Employ-
ment Development Department Unemployment Program
and Equipment Exchange Program are not recorded on
the Authority’s financial statements, except for adminis- o The Authority’s SIR for workers’ compensation was
tration fees. $250,000 per accident or disease from 1988 through 1995
and $300,000 from 1996 through 1999. The Authority had

excess insurance coverage from $9,000,000 per occurrence
and in the aggregate to $9,500,000 per occurrence and in
the annual aggregate per fair for specified coverages.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

excess insurance coverage up to the statutory limits for
workers’ compensation and up to $5,000,000 (in the aggre-
gate for all fairs) for Employer’s Liability.

Effective January 1, 2000, the Authority changed its SIR
from $300,000 per accident or disease to $250,000 per
accident or disease. The Authority had excess insurance
coverage up to the statutory limits for workers’ compensa-
tion and up to $5,000,000 (in the aggregate for all fairs) for
Employer’s Liability. Effective July 1, 2001, the Authority
increased its SIR from $250,000 per accident or disease to
$300,000 per accident or disease.

* Beginning in 1996, the Authority provided special events
coverage of $1,000,000 per occurrence and in the aggregate
per year. The Authority’s SIR for special events was
$500,000 per occurrence with excess insurance coverage
of $500,000 in the aggregate per year.

Effective January 1, 2000, the Authority changed its SIR
from $500,000 per occurrence to $250,000 per occurrence.

In addition, the Authority obtained reinsurance to increase
excess coverage to $1,000,000 per occurrence and $1,000,000
in the aggregate for all self-insured losses in a year.

e Beginning in 1997, the Authority purchased employment
practices liability coverage up to $3,000,000 in the aggre-
gate per year for member fairs. Effective January 1, 2000,
this coverage was provided in the Authority’s general
liability program.

54

* Beginning in 1998, the Authority purchased $1,000,000 in
excess insurance for the Revenue Protection Program
above the Program’s stop-loss limit of $500,000.

Effective January 1, 2001, the Authority purchased excess
insurance to increase the Program’s stop-loss limit to
$600,000 from $500,000.

FUNDING OF PROGRAMS

Program underwriting and rate setting policies have been
established after consultation with actuaries.

Risk fees for the general liability program are assessed to the
membership on the basis of fair classifications determined
by the Division of Fairs and Expositions and the individual
fairs’ loss history. Risk fees for the workers” compensation
program are assessed to the membership on the basis of
gross payroll and the individual fairs’ loss history. Coverage
for both programs is based on the calendar year.

Risk fees for the special events program are assessed to
participating fair facility users on the basis of the estimated
level of risk and attendance of each special event.

Funding for the Revenue Protection Program is assessed
to the membership based on a fee of $250 per $25,000
of coverage.

The Authority provides excess reinsurance coverage for a
single loss or a series of losses which would exceed the
equity of the Authority. In the unlikely event that excess
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

reinsurance is not adequate for a catastrophic loss or series of
losses, the Authority has the ability to make supplementary
assessments to member fairs. In addition, the Authority or

its member fairs could request support from the Fairs and
Expositions Fund or from a specific appropriation by the
California legislature.

BASIS OF ACCOUNTING

As the Authority was established to account for activities that
are operated in a manner similar to those of private business
enterprises, it is considered an enterprise fund and, as such,
the accounting records of the Authority are maintained on the
accrual basis of accounting. As allowed by governmental
accounting standards, the Authority has elected to apply
statements and related interpretations issued by the Financial
Accounting Standards Board before November 30, 1989,
except for those that conflict with or contradict Government
Accounting Standards Board (GASB) pronouncements.

USE OF ESTIMATES

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America (GAAP) requires management to make estimates
and assumptions. These estimates and assumptions affect the
reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results
could differ from these estimates.
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CASH AND CASH EQUIVALENTS

The Authority considers all highly liquid debt instruments
purchased with a maturity of three months or less and its
investment in the Local Agency Investment Fund (LAIF)
to be cash equivalents.

INVESTMENTS

The Authority records its investments and cash in the
LAIF at fair value. Changes in fair value are reported as
revenue in the statement of operations.

Fair value of investments has been determined based
on quoted market prices. The Authority’s investment in
LAITF is valued based on the relative fair value of the
entire external pool to the external pool’s respective
amortized cost.

FIXED ASSETS

Fixed assets are stated at cost. Major additions are capital-
ized and repair and maintenance costs are expensed.
Depreciation is computed using the straight-line method
over estimated useful lives of three years for automobiles
and computer equipment, five years for furniture and
equipment, 15 years for improvements, and 25 years for
buildings. When assets are sold or abandoned, the cost
and related accumulated depreciation are removed from
the accounts and the resulting gain or loss is recognized in
the statement of operations.




1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

RISK FEES RECEIVABLE/RECEIVABLES
FROM FAIRS AND OTHERS

Risk fees receivable represent the billed and unbilled portion
of workers’ compensation and general liability insurance fees
at a specific point in time. Receivables from fairs and others
represent amounts related to letters of understanding and
other services performed. Risk fees assessed are recognized
as earned on a pro rata basis over the coverage term.

Member fairs have three payment plan options for their
annual assessments for the workers” compensation and
general liability programs. These plans consist of:

1. Lump sum payment by July 31, with a 2% discount;

2. Six monthly payments from July 1 through December 31,
with a 1% discount; or

3. Twelve equal monthly payments.

The annual assessment covers the policy coverage period
January 1 through December 31. The first monthly payment
is assessed in July of the same year as the coverage period,
and the last payment is assessed in June of the year following
the year of coverage. Therefore, under the twelve-month
payment plan, the fairs are billed six months in arrears of
their monthly coverage.

UNPAID LOSSES AND LOSS
ADJUSTMENT EXPENSES

The Authority establishes claim liabilities based on
estimates of the ultimate cost of claims (including future

3¢

claim adjustment expenses) that have been reported but
not settled and of claims that have been incurred but not
reported. These estimates have not been discounted to their
present value. The length of time for which such costs must
be estimated varies depending on the coverage involved.
Estimated amounts of salvage and subrogation and rein-
surance recoverable on unpaid claims are deducted from
the liability for unpaid claims. Because actual claim costs
depend on such complex factors as inflation, changes in
doctrines of legal liability, and damage awards, the process
used in computing claim liabilities does not necessarily
result in an exact amount, particularly for coverage such as
general liability. Claim liabilities are recomputed periodi-
cally using a variety of actuarial and statistical techniques
to produce current estimates that reflect recent settlements,
claim frequency, and other economic and social factors. A
provision for inflation in the calculation of estimated future
claims costs is implicit in the calculation because reliance is
placed both on actual historical data that reflect past
inflation and on other factors that are considered to be
appropriate modifiers of past experience. Adjustments to
claim liabilities are charged or credited to expense in the
periods in which they become known.

Although the Authority considers its experience and
industry data in determining the liabilities, assumptions
and projections as to future events are necessary and
ultimate losses may differ significantly from amounts
projected. Because only limited historical data is available
and assumptions and projections as to future events are
necessary, ultimate losses may differ significantly from
estimates in the near term.
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2. CASH AND CASH EQUIVALENTS

Cash and cash equivalents at December 31, consisted of the following:

2001 2000
Carrying Bank Carrying Bank
Amount Balance Amount Balance
Cash in banks $ 2,952,362 $ 3,222,725 $ 551,010 $ 862,441
Money Market Fund 356,228 356,228 66,424 66,424
LAIF 6,479,118 6,479,118 7,280,129 7,157,111
Total cash and cash equivalents $ 9,787,708 $ 10,058,071 $ 7,897,563 $ 8,085,976

Cash balances held in banks and money market funds are insured up to $100,000 by the Federal Depository Insurance
Corporation (FDIC). Balances above the insured limit are collateralized.

The cash in LAIF is considered highly liquid. California’s state pool representatives have indicated that LAIF has not
invested in derivatives, but does invest in structured notes and asset-backed securities. These investments represent
approximately 4.7% of the pool assets at December 31, 2001. These pooled funds are carried at fair value, which was
approximated by cost. Any investment losses are shared proportionately by all participants in the pool.
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3. INVESTMENTS

Under provisions of California Government Code Sections
6509.5 and 53601 (the Code), the Authority is authorized to
invest in:

* Avariety of federal and state treasury obligations
(including local California agencies).

e Obligations or other instruments of or issued
by federal agencies or government-sponsored
enterprises.

e Bankers’ acceptances which are eligible for purchase
by the federal reserve system (subject to certain
limitations).

e Prime quality commercial paper (subject to certain
limitations).

* Negotiable certificates of deposit issued by nationally
or state charted banks, savings and loan associations,
and credit unions.

* Repurchase agreements or reverse repurchase
agreements of any securities authorized by the Code.

* Medium-term notes of a maximum of five years
maturity issued by corporations organized and
operating within the United States or by depository
institutions licensed by the United States or any state
and operating within the United States.

The Authority’s investments are categorized according to
GASB Statement No. 3, Deposits with Financial Institutions,
Investments (including Repurchase Agreements), and Reverse
Repurchase Agreements, as follows:

Category 1: Insured or registered, or securities held by the
entity or its agent in the entity’s name.

Category 2: Uninsured and unregistered, with securities
held by the counter party’s trust department or agent in
the entity’s name.

Category 3: Uninsured and unregistered with securities
held by the counter party or its trust department or agent
but not in the entity’s name.
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3. INVESTMENTS (continued)

Investments held by the Authority at December 31, 2001 and 2000 consisted of the following:

DECEMBER 31, 2001

Category
1 2 Fair Value Amortized Cost
U.S. Treasury Notes $ 1,227,843 - $ 1,227,843 $ 1,191,368
U.S. Government Agencies 1,431,425 - 1,431,425 1,369,510
Corporate Bonds 2,602,050 - 2,602,050 2,521,171
Total $ 5261318 - $ 5,261,318 $ 5,082,049
DECEMBER 31, 2000
Category
1 2 Fair Value Amortized Cost
U.S. Treasury Notes $ 2,319,977 - $ 2,319,977 $ 1,269,957
U.S. Government Agencies 1,491,321 — 1,491,321 1,467,655
Corporate Bonds 1,269,794 - 1,269,794 2,354,883
Total $ 5,081,092 - $ 5,081,092 $ 5,092,495
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4. CONTRACTS RECEIVABLE FOR 5. FIXED ASSETS

EQUIPMENT —u_z>zn_Z°~ NET Fixed assets as of December 31, 2001 and 2000 consisted of

The Authority has long-term contracts with its member fairs the following:

for the financing of equipment. Under this program, the 2001 2000
Authority either purchases equipment on behalf of the fairs or
makes loans to the fairs for them to purchase equipment. The Building and improvements  $ 1,862,804  $ 1,856,730
contracts bear an interest rate of 8.50% and are collateralized
by the underlying equipment. All equipment is owned by the Land 681,073 681,073
fairs in their own name.

Equipment 552,920 529,916

Annual minimum payments due on these contracts at

December 31, 2001 are as follows: Kurniture and leasehold

improvements 129,188 128,593

YEAR ENDING DECEMBER 31, Vehicles 57213 57213
2002 52,366 Total fixed assets 3,283,198 3,253,525
2003 18,001 Less accumulated depreciation
2004 7,497 and amortization (1L211,316)  (1,050,386)
2005 6,069 Fixed assets, net $ 2,071,882 $ 2,203,139
2006 _42,747
Total minimum payments 126,680
Less amount representing interest (24,797)
Net contracts receivable for
equipment financing $ 101,883
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6. DIVISION OF FAIRS AND
EXPOSITIONS FUNDS

During 2001 and 2000, the Authority received from the
Division of Fairs and Expositions (Division) approxi-
mately $950,000 annually in funds to be used for the
Unemployment Insurance Program. In addition, the
Authority received $1,000,000 from the Division in 1997
to act as an intermediary for the Equipment Exchange
Program. Of the total funds received, $1,085,696 and
$1,417,394 were unexpended at December 31, 2001 and
2000, respectively. These funds are committed to fair
service programs under letters of understanding with
the Division and accounted for as liabilities until spent.
Receipts and expenditures of Division funds are not
recorded as Authority revenues and expenses, except for
administration fees.

At December 31, 2001, the Authority’s liabilities also
included $2,549,717 in funds advanced from the Califor-
nia Fairs Financing Authority, as authorized by the
Division, for the purpose of funding the operations of a
property insurance risk pooling program for California
fairs beginning January 1, 2002.
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7. REVENUE PROTECTION PROGRAM

The Division of Fairs and Expositions advanced funds to the
Authority in 1995 to fund the Revenue Protection Program
which provides coverage to the fairs ranging from $50,000 to
$600,000 per member. In addition, excess insurance provides
coverage of $1,000,000 to the fairs. The Authority administers
the funds received and pays claims under this program on
behalf of the member fairs for a fee and does not assume any
liability for claims. Premiums are assessed to fairs to maintain
the Program resources at the amounts originally funded. The
transactions recorded during the years ended December 31,
2001 and 2000 include the following:

2001 2000
Unexpended funds at

January 1 $ 3,671,781  $ 3,972,068
Fees assessed to fairs 124,750 89,000
Investment income 263,674 294,473
Excess insurance

reimbursement 87,259

Claims paid or accrued (181,479) (624,329)
Administration fee (50,000) (50,000)
Excess policy premium (20,000) (9,431)

Unexpended funds at

December 31 $ 3,895985 $ 3,671,781




8. UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

As discussed in Note 1, the Authority establishes a liability for both reported and unreported insured events, which includes
estimates of both future payments of losses and related claim adjustment expenses, both allocated and unallocated. The
following represents changes in those aggregate liabilities during the years ended December 31, 2001 and 2000:

2001 2000
Unpaid losses and loss adjustment expenses, beginning of fiscal year $ 6,090,000 $ 6,489,285

Incurred losses and loss adjustment expenses:
Provision for covered events of the current year 2,637,053 2,490,018
Increase in provision for covered events of prior years 453,296 1,463,884
Total incurred losses and loss adjustment expenses 3,090,349 3,953,902

Payments:

Losses and loss adjustment expenses attributable to covered events of the current year 454,734 585,277
Losses and loss adjustment expenses attributable to covered events of prior years 2,778,615 3,767,910
Total payments 3,233,349 4,353,187
Total unpaid losses and loss adjustment expenses, end of fiscal year $ 5,947,000 $ 6,090,000

The components of the unpaid losses and loss adjustment expenses as of December 31, 2001 and 2000 were as follows:

2001 2000
Loss reserves $ 4,357,477 $ 3,946,738
Losses incurred but not reported (IBNR) 1,292,523 1,893,262
Unallocated loss adjustment expenses (ULAE) 297,000 250,000
Total $ 5,947,000 $ 6,090,000
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9. CONFIDENCE MARGIN

The Board has designated a confidence margin for all pro-
grams of the Authority for future loss development in order
to maintain a 90% confidence level for each program for 2001
and 2000. The confidence margin represents actuarially
estimated losses at a specific confidence level in excess of the
actuarially estimated losses at the expected (55%) confidence
level. Any retained earnings in excess of the confidence
margin are undesignated. The designated retained earnings

confidence margin for each of the programs at December 31 is

as follows:

2001 2000

General liability $ 1,180,000 $ 1,480,000

Workers” compensation 1,097,000 840,000

238,000 280,000

Special events

Total confidence margin $ 2,515,000 $ 2,600,000
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10. DEFERRED COMPENSATION PLAN

The Authority offers its employees a deferred compensation
plan created in accordance with Internal Revenue Code
Section 457. The plan, available to all regular employees,
permits them to defer a portion of their salaries until future
years. The deferred compensation is not available to
employees until termination, retirement, death, or an
unforeseeable emergency. The Authority does not make
contributions to the plan.

In 1997, the Board authorized revisions to the plan to
implement federal legislative changes. These changes
clarified that plan assets are held for the benefit of
participating employees and are not subject to claims
by creditors of the Authority. Therefore, the plan is not
included in the Authority’s financial statements.




11. EMPLOYEE RETIREMENT SYSTEM

Eligible employees are covered under an agent multi-
employer defined benefit pension plan maintained by
an agency of the State of California. The Authority’s
employees are members of the California Public
Employees’ Retirement System (CalPERS).

PLAN DESCRIPTION

The Authority’s defined benefit pension plan (the Plan)
provides retirement and disability benefits, annual
cost-of-living adjustments, and death benefits to Plan
members and beneficiaries. The Plan is part of the
Miscellaneous Group of the California Public Employees’
Retirement System, an agent multiple-employer plan
administered by CalPERS, which acts as a common
investment and administrative agent for participating
public employers within the State of California.

A menu of benefit provisions as well as other require-
ments are established by State statutes within the Public
Employees’ Retirement Law. The Plan provides optional
benefit provisions from the benefit menu selected under
contract with CalPERS and adopts those benefits through
the Authority’s Board approval. CalPERS issues a
separate comprehensive annual financial report. Copies
of CalPERS” annual financial report may be obtained
from the CalPERS Executive Office at 400 P Street,
Sacramento, California 95814.

FUNDING POLICY

Active Authority employees are required to contribute 7.0%
of their annual covered salary. The Authority is required to
contribute the actuarially determined remaining amounts
necessary to fund the benefits for its employees. The actuarial
methods and assumptions used are those adopted by the
CalPERS Board of Administration. The required employer
contribution rate for the year ended December 31, 2001 was
0%. The contribution requirements of the employees are
established by State statute and the employer contribution
rate is established and may be amended by CalPERS.

ANNUAL PENSION COST

For the year ended December 31, 2001, the Authority’s
employee’s contribution amount was $98,241. The required
contribution for the year ended December 31, 2001 was
determined as part of the June 30, 1998 and June 30, 1999
actuarial valuations using the entry age normal actuarial cost
method with the contributions determined as a percent of
pay. The actuarial assumptions included an 8.25% investment
rate of return (net of administrative expenses) and a 3.5%
cost-of-living adjustment. The actuarial value of the Plan’s
assets was determined using a technique that smoothes the
effect of short-term volatility in the market value of invest-
ments over a two to five year period depending on the size of
investment gains and /or losses. The Authority’s excess assets
are being amortized as a level percentage of projected payroll
on a closed basis. The remaining amortization period at
December 31, 2001 was 20 years.
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THREE-YEAR TREND INFORMATION FOR THE PLAN

Fiscal Year Ended December 31:

Annual Percentage Net Obligation
Pension Cost  of APC (Asset)/ Amounts contributed to CalPERS are based on the actuarially
(APC) Contributed  Liability determined annual contribution rates applied as a percentage
of payroll costs. The amounts contributed will differ from the
1999 $ 130,421 1007 50 projected annual pension cost due to fluctuations between
2000 $ 95,999 100% $0 actual and projected payroll costs. The net pension asset as of
December 31, 2001 is not significant and has not been accrued
2001 $ 98,241 100% $0 in the financial statements.
FUNDED STATUS OF THE PLAN
Valuation Entry Age Actuarial Excess Funded Annual Excess Assets
Date Normal Accrued Value of Assets Status Covered as a Percentage
Liability Assets Payroll of Payroll
1998 $ 2,867,473 $ 3,894,958 $ 1,027,485 135.8% $ 2,000,559 51.360%
1999 $ 3,150,585 $ 4,495,546 $ 1,344,961 142.7% $ 1,415,502 95.017%
2000 $ 3,660,609 $ 5,109,206 $ 1,448,597 139.6% $ 1,304,708 111.028%

12. POSTRETIREMENT BENEFITS

The Authority provides postretirement health care benefits

in accordance with Government Code Section 22754 to all
employees who retire from the Authority on or after attaining
a certain age and meeting length of service requirements.

The postretirement health care benefits are funded on a

pay-as-you-go basis. The Authority had seven retirees as of
December 31, 2001 and seven retirees as of December 31, 2000,
on whose behalf it paid $33,185 and $24,875 in postretirement
health care benefits during the years ended December 31, 2001
and 2000, respectively.
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13. LEASE INCOME

The Authority leases a portion of its office building to other

joint powers authorities and one other tenant under operating
leases which expire in December 2005. The leases provide for

monthly fixed payments. Lease income under these noncan-
celable leases was $125,438 for the year ended December 31,
2001. Total rental income for the years ended December 31,
2001 and 2000, including sublease income, amounted to
$125,438 and $155,788, respectively.

Minimum future rental payments to be received under the
noncancellable leases for each of the next five years is as
follows at December 31, 2001:

YEAR ENDING DECEMBER 31,
2002 $ 127,757
2003 129,578
2004 132,612
2005 93934
Total $ 483,881

14. SUBSEQUENT EVENT

As discussed in Note 6, the Authority began a Pooled
Property Protection Program, effective January 1, 2002.
This program was funded by a $2,550,000 transfer from the
California Fairs Financing Authority and $450,000 from the
Division of Fairs and Expositions of the California Depart-
ment of Food and Agriculture. The Authority’s SIR is
$500,000 for each occurrence with a $1,000,000 annual
aggregate for all losses. In addition, the Authority obtained
excess property insurance coverage with limits of up to
$100,000,000 per occurrence for covered locations.
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SUPPLEMENTARY
INFORMATION
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RECONCILIATION OF CLAIMS LIABILITIES BY TYPE OF CONTRACT
GENERAL LIABILITY PROGRAM

FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000
Unpaid Losses and Loss Adjustment Expenses, Beginning of Year $ 3,240,000 $ 2,555,241
Incurred Losses and Loss Adjustment Expenses:
Provision for Insured Events of the Current Year 838,196 1,010,609
Increase (decrease) in Provision for Insured Events of Prior Years (95,272) 2,036,154
Total Incurred Losses and Loss Adjustment Expenses 742,924 3,046,763
Payments:
Losses and Loss Adjustment Expenses Attributable to
Insured Events of the Current Year 82,021 114,724
Losses and Loss Adjustment Expenses Attributable to
Insured Events of Prior Years 1,550,903 2,247,280
Total Payments 1,632,924 2,362,004
Total Unpaid Losses and Loss Adjustment Expenses, End of Year $ 2,350,000 $ 3,240,000
2001 2000
Claims Reserves $ 1,979,702 $ 2,609,397
Claims Incurred But Not Reported (IBNR) 260,298 540,603
Unallocated Loss Adjustment Expenses (ULAE) 110,000 90,000
$ 2,350,000 $ 3,240,000
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RECONCILIATION OF CLAIMS LIABILITIES BY TYPE OF CONTRACT
WORKERS’” COMPENSATION PROGRAM

FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000
Unpaid Losses and Loss Adjustment Expenses, Beginning of Year $ 2,590,000 $ 3,402,220
Incurred Losses and Loss Adjustment Expenses:
Provision for Insured Events of the Current Year 1,669,000 1,390,309
Decrease in Provision for Insured Events of Prior Years 677,432 (623,986)
Total Incurred Losses and Loss Adjustment Expenses 2,346,432 766,323
Payments:
Losses and Loss Adjustment Expenses Attributable to
Insured Events of the Current Year 354,363 469,189
Losses and Loss Adjustment Expenses Attributable to
Insured Events of Prior Years 1,166,069 1,109,354
Total Payments 1,520,432 1,578,543
Total Unpaid Losses and Loss Adjustment Expenses, End of Year $ 3,416,000 $ 2,590,000
2001 2000
Claims Reserves $ 2,343,504 $ 1,263,791
Claims Incurred But Not Reported (IBNR) 921,496 1,206,209
Unallocated Loss Adjustment Expenses (ULAE) 151,000 120,000
$ 3,416,000 $ 2,590,000
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RECONCILIATION OF CLAIMS LIABILITIES BY TYPE OF CONTRACT
SPECIAL EVENTS PROGRAM

FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000
Unpaid Losses and Loss Adjustment Expenses, Beginning of Year $ 260,000 $ 531,824
Incurred Losses and Loss Adjustment Expenses:
Provision for Insured Events of the Current Year 129,857 89,100
Increase in Provision for Insured Events of Prior Years (128,864) 51,716
Total Incurred Losses and Loss Adjustment Expenses 993 140,816
Payments:
Losses and Loss Adjustment Expenses Attributable to
Insured Events of the Current Year 18,350 1,364
Losses and Loss Adjustment Expenses Attributable to
Insured Events of Prior Years _61,643 411,276
Total Payments 79,993 412,640
Total Unpaid Losses and Loss Adjustment Expenses, End of Year $ 181,000 $ 260,000
2001 2000
Claims Reserves $ 34271 $ 73,550
Claims Incurred But Not Reported (IBNR) 110,729 146,450
Unallocated Loss Adjustment Expenses (ULAE) 36,000 40,000
$ 181,000 $ 260,000

e C F s A 2 0 0 1 A n n u a I R e p o r t



CLAIMS DEVELOPMENT INFORMATION ¢ GENERAL LIABILITY PROGRAM « DECEMBER 31, 2001

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
(1) Premium Revenue:
Earned $2,078,074 $2,017,333 $2,144903 $2,308,217 $2,322,560 $1,520,640 $1,798,886 $1,575962 $1,5282290 $ 1,691,999
Ceded 0 0 0 0 (67,241) (149,247) (221,415) (218,360) (275,000) (286,275)
Net Earned 2,078,074 2,017,333 2,144,903 2,308,217 2,255,319 1,371,393 1,577,471 1,357,602 1,253,290 1,405,724
(2) Unallocated Expenses:*
Direct and Indirect Costs 706,615 864,142 852,667 751,077 643,933 718,567 538,189 448,163 527,585 640,809
ULAE Reserve Adjustment 0 0 0 0 0 0 (396,087) (18,114) (88,273) 20,000
Net Expenses 706,615 864,142 852,667 751,077 643,933 718,567 142,102 430,049 439,312 660,809
(3) Estimated Losses and Expenses End of Policy Year:
Incurred** 975,849 1,745,678 1,432,855 2,322,830 2,078,420 4,499,615 800,000 730,000 1,060,000 825,000
Ceded 0 0 0 0 0 (652,869) 0 0 0 0
Net Incurred 975,849 1,745,678 1,432,855 2,322,830 2,078,420 3,846,746 800,000 730,000 1,060,000 825,000
(4) Net Paid (Cumulative) as of:
End of Policy Year 40,084 155,857 69,089 67,214 49,916 70,954 29,112 41,142 114,724 82,021
One Year Later 146,540 314,454 210,680 279,430 143,183 1,153,797 80,343 169,784 228,825
Two Years Later 195,813 570,272 471,180 959,139 336,581 1,591,012 155,479 562,459
Three Years Later 209,986 634,983 614,412 1,027,067 599,882 3,621,314 180,752
Four Years Later 209,746 765,254 691,360 1,068,584 600,581 4,641,218
Five Years Later 207,946 777,463 737,981 1,051,959 600,581
Six Years Later 206,121 809,767 760,132 1,051,959
Seven Years Later 204,321 818,544 760,132
mwmz Years Later 202,521 818,544
Nine Years Later 201,471
(5) Re-estimated Ceded Losses and Expenses:
0 0 0 0 0 652,869 0 0 0 0
(6) Re-estimated Net Incurred Losses and Expenses as of:
End of Policy Year 975,849 1,745,678 1,432,855 2,322,830 2,078,420 3,846,746 800,000 730,000 1,060,000 825,000
One Year Later 657,999 1,295,343 2,022,286 2,062,921 1,397,087 2,200,000 600,000 930,000 1,297,000
Two Years Later 422,178 1,290,956 1,397,328 1,671,684 730,000 2,340,000 440,000 778,000
Three Years Later 458,417 1,058,522 1,080,111 1,200,000 810,000 4,717,000 339,000
Four Years Later 297,544 916,454 870,000 1,150,000 660,000 4,642,000
Five Years Later 231,330 830,000 820,000 1,051,959 656,000
Six Years Later 210,000 850,000 760,132 1,051,959 * Beginning in 1998, unallocated loss adjustment expenses (ULAE) are included in
Seven Years Later 210,000 818,544 760,132 Line 2 in accordance with GASB 10. In prior years, ULAE was included in Line 3.
mme.ﬁ Years Later 204,000 818,544 ** Beginning in 1998, ?m estimated m:w:qqmn _Ommmm._.s h_.:m.w are presented at the
¢ expected (55%) confidence level. Prior years’ estimated incurred losses were
Nine Years Later 202,000 presented at an 80% confidence level, which increased the estimated incurred losses.
(7) Increase (Decrease) in Estimated Net Incurred Losses and Expenses from End of Policy Year:
$ (773,849) $ (927,134) $ (672,723) $(1,270,871) $ (1,422,420) $ 142,385 $(461,000) $ 48,000 $ 237,000 $ 0
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CLAIMS DEVELOPMENT INFORMATION ¢ WORKERS’ COMPENSATION PROGRAM ¢ DECEMBER 31, 2001

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

(1) Premium Revenue:

Earned $2,855,582 $2,855582 $3,191,767 $3,040,938 $3,243,352 $2,141,088 $2,524,431 $2,120,786 $2,325,968 $ 2,569,992

Ceded (157,024) (113,009) (81,794) (80,960) (59,258) (58,650) (43,552) (39,191) (29,370) (40,122)

Net Earned 2,698,558 2,742,573 3,109,973 2,959,978 3,184,094 2,082,438 2,480,879 2,081,595 2,296,598 2,529,870
(2) Unallocated Expenses:*

Direct and Indirect Costs 580,220 738,083 789,274 816,225 819,559 900,406 938,620 706,406 790,154 812,421

ULAE Reserve Adjustment 0 0 0 0 0 0 107,267 (15,000) (145,000) 31,000

Net Expenses 580,220 738,083 789,274 816,225 819,559 900,406 1,045,887 691,406 645,154 843,421
(3) Estimated Losses and Expenses, End of Policy Year:

Incurred** 2,063,296 2,104,368 2,334,151 1,811,805 2,226,692 1,671,336 1,430,000 1,600,000 1,480,000 1,653,000

Ceded 0 0 0 0 0 0 0 0 0 0

Net Incurred 2,063,296 2,104,368 2,334,151 1,811,805 2,226,692 1,671,336 1,430,000 1,600,000 1,480,000 1,653,000
(4) Net Paid (Cumulative) as of:

End of Policy Year 355,725 358,669 412,287 236,129 402,881 306,799 255,547 352,759 438,517 354,363

One Year Later 1,046,672 961,734 689,334 561,340 908,207 702,814 585,683 811,315 1,094,032

Two Years Later 1,541,847 1,240,156 959,607 746,076 1,330,716 885,468 717,831 1,091,017

Three Years Later 1,747,848 1,303,124 1,047,579 862,417 1,550,110 1,174,981 731,970

Four Years Later 1,853,254 1,389,706 1,077,716 904,817 1,674,202 1,169,909

Five Years Later 1,883,916 1,409,087 1,076,355 917,050 1,785,278

Six Years Later 1,881,583 1,432,816 1,089,368 940,271

Seven Years Later 1,892,997 1,466,746 1,063,969

Eight Years Later 1,907,488 1,477,936

Nine Years Later 1,903,280
(5) Re-estimated Ceded Losses and Expenses:

0 0 0 0 0 0 0 0 0 0

(6) Re-estimated Net Incurred Losses and Expenses as of:

End of Policy Year 2,063,296 2,104,368 2,334,151 1,811,805 2,226,692 1,671,336 1,430,000 1,600,000 1,480,000 1,653,000

One Year Later 2,260,482 2,044,129 1,605,132 1,277,603 1,964,052 1,360,000 1,190,000 1,340,000 2,134,000

Two Years Later 2,261,190 1,808,454 1,387,159 1,139,219 1,810,000 1,350,000 1,040,000 1,514,000

Three Years Later 2,194,582 1,614,654 1,183,123 1,110,000 1,870,000 1,340,000 842,000

Four Years Later 2,074,936 1,543,502 1,180,000 1,010,000 1,860,000 1,257,000

Five Years Later 1,934,290 1,590,000 1,150,000 980,000 1,952,000

Six Years Later 1,970,000 1,580,000 1,130,000 962,000 * Beginning in 1998, unallocated loss adjustment expenses (ULAE) are included in

Seven Years Later 1,970,000 1,530,000 1,076,668 Line 2 in accordance with GASB 10. In prior years, ULAE was included in Line 3.

Eight Years Later 1,950,000 1,554,000 ** Beginning in 1998, the estimated incurred losses in Line 3 are presented at the

Nine Years Later 1.919.000 expected (55%) confidence level. Prior years’ estimated incurred losses were

/ ’ presented at an 80% confidence level, which increased the estimated incurred losses.

(7) Decrease in Estimated Net Incurred Losses and Expenses from End of Policy Year
$ (144,296) $ (550,368) $(1,257,483) $ (849,805) $ (274,692) $ (414,336) $ (588,000) $ (86,000) $ 654,000 $ 0

@ C F S A 2 0 0 1 A n n u a l R e p o r t



CLAIMS DEVELOPMENT INFORMATION ¢ SPECIAL EVENTS PROGRAM ¢« DECEMBER 31, 2001

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
(1) Premium Revenue:
Earned $ 458,216 $ 496,867 $ 492,584 $ 467,155 $ 492,227 $ 473,464 $ 423,099 $ 414,599 $ 385,841 $ 440,586
Ceded (114,925) (101,509) (93,578) (96,526) (96,526) (53,754) (53,916) (56,843) (65,000) (65,000)
Net Earned 343,291 395,358 399,006 370,629 395,701 419,710 369,183 357,756 320,841 375,586
(2) Unallocated Expenses:*
Direct and Indirect Costs 43,534 169,333 246,722 273,859 258,250 198,007 196,712 187,747 190,607 184,338
ULAE Reserve Adjustment 0 0 0 0 0 0 (103,279) (3,000) 13,000 (4,000)
Net Expenses 43,534 169,333 246,722 273,859 258,250 198,007 93,433 184,747 203,607 180,338
(3) Estimated Losses and Expenses, End of Policy Year:
Incurred™ 182,225 214,859 184,882 337,867 228,197 229,272 400,000 130,000 80,000 127,000
Ceded 0 0 0 0 0 0 0 0 0 0
Net Incurred 182,225 214,859 184,882 337,867 228,197 229,272 400,000 130,000 80,000 127,000
(4) Net Paid (Cumulative) as of:
End of Policy Year 7,276 15,649 12,200 11,738 8,982 6,885 14,824 6,321 1,364 18,350
One Year Later 37,991 108,951 25,513 105,981 40,524 7,022 198,855 32,911 59,900
Two Years Later 87,255 161,148 56,507 142,775 90,069 7,022 583,542 32,911
Three Years Later 95,987 161,148 90,801 95,717 90,069 7,022 586,649
Four Years Later 95,987 161,148 91,373 95,717 90,069 7,022
Five Years Later 95,987 161,148 91,373 95,717 90,069
Six Years Later 95,986 161,148 91,283 95,717
Seven Years Later 95,986 161,148 91,283
Eight Years Later 95,986 161,148
Nine Years Later 95,986
(5) Re-estimated Ceded Losses and Expenses:
0 0 0 0 0 0 0 0 0 0
(6) Re-estimated Net Incurred Losses and Expenses as of:
End of Policy Year 182,225 214,859 184,882 337,867 228,197 229,272 400,000 130,000 80,000 127,000
One Year Later 202,689 268,843 131,958 317,161 234,489 57,022 580,000 80,000 96,000
Two Years Later 130,335 239,283 151,767 316,447 90,069 7,022 680,000 32,911
Three Years Later 123,164 205,909 132,751 95,717 90,069 7,022 586,649
Four Years Later 112,055 206,582 91,373 95,717 90,069 7,022
Five Years Later 105,552 161,148 91,373 95,717 90,069
Six Years Later o598 leLls 1283 95717 " i n 199 et o e penses (ULAD e
Seven Years Later 95,986 161,148 91,283 o . . ) .
. Beginning in 1998, the estimated incurred losses in Line 3 are presented at the
mHmTﬁ Years Later 95,986 161,148 expected (55%) confidence level. Prior years’ estimated incurred losses were
Nine Years Later 95,986 presented at an 80% confidence level, which increased the estimated incurred losses.
(7) Increase (Decrease) in Estimated Net Incurred Losses and Expenses from End of Policy Year
$ (86,239) $ (53,711) $ (93,599) $(242,150)  $(138,128) $(222,250) $ 186,649 $(97,089) $ 16,000 $ 0
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NOTES TO SUPPLEMENTARY INFORMATION

DECEMBER 31, 2001

CLAIMS DEVELOPMENT INFORMATION

The tables illustrate how the Authority’s earned revenues
(net of reinsurance) and investment income compared to
related costs of loss and other expenses assumed by the
Authority as of the end of each of the previous ten years
for the general liability program, workers’ compensation
program, and special events program. The rows of the
tables are defined as follows:

1. Total of each year’s gross earned premiums, amounts
of premiums ceded, and reported premiums (net of
reinsurance).

2. Each year’s other operating costs of the program, includ-
ing overhead and loss adjustment expenses not allocable
to individual claims. This line also includes investment
revenues through the allocation of overhead from
administration.

3. Program’s gross incurred losses and allocated loss
adjustment expense, losses assumed by reinsurers, and
net incurred losses and loss adjustment expense (both

. Cumulative net amounts paid as of the end of successive

years for each policy year.

. Latest re-estimated amount of losses assumed by

reinsurers for each policy year.

. Each policy year’s net incurred losses as of the end of

successive years. This annual re-estimation results from
new information received on known losses, re-evaluation
of existing information on known losses, and emergence
of new losses not previously known.

. Comparison of the latest re-estimated net incurred losses

to the amount originally established (line 3). This line
shows whether the latest estimate of losses is greater or
less than originally thought. As data or individual policy
years mature, the correlation between original estimates
and re-estimated amounts is commonly used to evaluate
the accuracy of net incurred losses currently recognized
in less mature policy years.

paid and accrued) as originally reported at the end of The columns of the tables show data for successive
the year in which the event that triggered coverage policy years.
occurred (called the policy year).
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE AND INTERNAL CONTROL OVER FINANCIAL REPORTING BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors

California Fair Services Authority
Sacramento, California

March 5, 2002

We have audited the financial statements of the California
Fair Services Authority (the Authority) as of and for the year
ended December 31, 2001, and have issued our report
thereon dated March 5, 2002. We conducted our audit in
accordance with auditing standards generally accepted in the
United States of America and the standards applicable to
financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

COMPLIANCE

As part of obtaining reasonable assurance about whether the
Authority’s financial statements are free of material misstate-
ment, we performed tests of its compliance with certain
provisions of laws and regulations, non-compliance with
which could have a direct and material effect on the determi-
nation of financial statement amounts. However, providing
an opinion on compliance with those provisions was not

an objective of our audits, and accordingly, we do not express
such an opinion. The results of our tests disclosed no in-
stances of non-compliance that are required to be reported
under Government Auditing Standards.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the
Authority’s internal control over financial reporting in order
to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not
to provide assurance on the internal control over financial
reporting. Our consideration of the internal control structure
would not necessarily disclose all matters in the internal
control structure that might be material weaknesses. A
material weakness is a condition in which the design or
operation of one or more of the internal control components
does not reduce to a relatively low level the risk that mis-
statements in amounts that would be material in relation to
the financial statements being audited may occur and not be
detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no
matters involving the internal control over financial report-
ing and its operation that we consider to be material weak-
nesses as defined above.

This report is intended solely for the information and use of
the Authority’s Board of Directors and management, and is

not intended to be and should not be used by anyone other

than these specified parties.

GILBERT ASSOCIATES, INC.

CERTIFIED PUBLIC ACCOUNTANTS
2880 Gateway Oaks Drive, Suite 100 ¢ Sacramento, California 95833 ¢ Tel: 916.646.6464 * Fax:916.641.2727 o http:/ /www.gilbertcpa.com
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@ A special THANK YOU goes to
the participants, instructors and
hosts of Maintenance Mania and
to the management and staff of
the Sacramento County Fair for
allowing us to photograph their

events and activities for our
2001 annual report.
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